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CONTINUATION PATENT APPLICATION 
TRANSMITTAL FILING UNDER 37 C,F,R, §l,53(b) 

Box Patent Application 
Commissioner For Patents 
Washington, DC 20231 

Dear Sir: 

This is a request for filing a continuation application of co-pending prior Application No. 09/140,868 

under 37 C.F.R, § 1.53(b). The parent application was filed on August 27, 1998 by Applicants Kenneth 

Kiron and Kevin S. Bander and is similarly entitled "Open End Mutual Fund Securitization Process." The 
parent application is a divisional of Application No. 08/542,43 1 filed on October 12, 1995, now U.S. Patent 
No. 5,806,048. 



Benefit of Prior U.S. Applications 

The attached continuation application being transmitted claims the benefit of prior U.S. applications, 
as indicated below. 



Papers Enclosed 

In accordance with 37 C.F.R. § 1.63(d), the specification filed herewith contains no new matter. 
Accordingly, a copy of the executed Declaration and Power of Attorney from the parent application (U.S. 
Application No. 09/140,868, which is a copy of the executed Declaration and Power of Attorney from its 
parent application (U.S. Application No. 08/542,431, now U.S. Patent No. 5,806,048), is submitted herewith. 

The papers attached are as follows: 

Specification, Claims and Abstract, as originally filed October 12, 1995; 
~ Three (3) sheets of Drawings conlaining Figures 1A-1L and 2, as originally filed October 12, 1 995; 

Substitute Specification and Abstract, filed February 9 ? 1998; 

~ Amendment filed February 9, 1 998 amending the Claims; 

Preliminary Amendment filed August 26, 1998; 
- Response to Office Action filed September 2 ? 1999 amending the Claims; and 

Terminal Disclaimer filed September 2, 1999. 
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Additional Papers Enclosed 

A Preliminary Amendment is also attached requesting cancellation in the attached application of claims 

19-51 before calculating the filing fee. 

A copy of the executed Verified Statement Claiming Small Entity Status - Small Business Concern from 

the parent application (U.S. Application No. 09/140,868), which is a copy of the executed Verified Statement 

Claiming Small Entity Status - Small Business concern from its parent application (U.S. Application No 
08/542,431, now U.S. Patent No. 5,806,048). 



Declaration or Oath (including Power of Attorney) 

As previously stated, a copy of the executed Declaration and Power of Attorney filed in the prior U.S. 
application (U.S. Application No. 09/140,868) is submitted herewith, in accordance with 37 C.F.R. §1. 63(d). 

Also enclosed is a copy of the Associate Power of Attorney filed September 2, 1999 in Application No 
09/140,868. 



Incorporation by Reference 

The entire disclosure of the prior applications, from which a copy of the oath or declaration is supplied, 

is considered as being part of the disclosure of the accompanying application and is hereby incorporated 
herein by reference. 



Inventorship Statement 

The inventorship for all the claims in this application is the same as that for the parent application. 
Fee Calculation (37 CF.R. § 1.16) 



The filing fee has been calculated as shown below: 







Small Entity 
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No. Filed 


No. Extra 




Rate 


Fee 


Basic Fee 










$345 


Total Claims 


23 - 20 = 
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x 9 = 


$27 


Indep. Claims 


4-3 = 
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x 39 = 


$39 


□ First Presentation of Multiple Dependent Claim 


x!30 = 
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Total 


$411 
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Rate 


Fee 
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$690 
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Total 
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_X_ Check No. 4447 in the amount of $41 1 is attached. The Commissioner is hereby authorized to 
credit any overpayment or charge any deficit to Deposit Account No. 23-0280. 

Relate Back--35 U.S.C. 120 

As required under 35 U.S.C. 120 5 the Specification of the attached application has been amended in the 

Preliminary Amendment to include the following specific reference to the earlier filed parent application; 

"This application is a continuation of co-pending prior U.S. Application No. 09/140,868 
filed August 27, 1998 which is a divisional of U.S. Application No. 08/542,431 filed 
October 12, 1995 now U.S. Patent No. 5,806,048." 



Please address all future communications to: 

Edward L. Bishop 

Wallenstein & Wagner, Ltd. 

3 1 1 South Wacker Drive, 53rd Floor 

Chicago, Illinois 60606-6622 

312.554.3300 



CERTIFICATION UNDER 37 CF.R. § 1.10 

Express Mail Label No. EL61 9807784US 

Date of Deposit May 26, 2000 

I hereby certify that this paper or fee is being deposited with the United States Postal Service "Express Mail Post Office to Addressee" 
service under 37 CF.R. § 1.10, postage prepaid, on the date indicated above and is addressed to: Box Patent Application, Fee, 
Commissioner for Patents, Washington, D.C. 20231. 



Respectfully submitted, 




Edward L. Bishop, Reg. No. 39,110 
Wallenstein & Wagner, Ltd. 

3 1 1 South Wacker Drive, 53rd Floor 
Chicago, Illinois 60606-6622 
312.554.3300 
Attorneys for Applicant 




\ M^j^BJFIKD STATEMENT CLAIMING SMALL ENTITY STATUS 
* MB CFR 1 * 9 < f > * 7(c))-SMALL BUSINESS CONCF N 



->f^)lic^t or Patentee: 
^ fy^aiaX or Paiem No.; _ 

x ^Hled^Issued: 



Docket Number (OpuonaJ) 



I hereby declare that I am 

pgftbc owner of the small business concern identified below: 

ggj an official of the small buiineis concern empowered to act on bebalf of toe coocot identified Mow; 

NAME OF SMALL EBUSINESS CONCERN M(?f f> f X ^ , 
ADDRESS OF SMALL BUSINESS CONCERN H St. 



I hereby declare that the above identified small business concern qualifies as a small business concern as defined in Z 3 CFR 122.22, 
and reproduced in 37 CFR 1 .9(d)7for purposes of paying reduced fees to Che United Stales Patent and Trademark Office, in that the number 
of employees of the concern, including those of its affiliates, does not exceed 500 persons. For purposes of this statement. (1) the number 
of employees of the business concern is the average over the previous fiscal year of the concern of the persons employed on a full-time, 

part-time or temporary basis during each of the pay periods of the focii yetr, lod (2) concerns arc affiliates of each other wbco either, 

direct] y or indirectly, one concern controls or has the power to control the other, or a third party ©r pixies controls or has the power to control 
both. 



I hereby declare that rights under contract or law have been conveyed to and 

with regard to the invention described in: 

f—"| the specification filed herewith with title as listed above. 
ly^ tbe application identified above. 
£J the patent identified above. 



remain with the small business 



concern identified above 



If the rights held by the above identified small business concern are not exclusive, each individual, concern or organization having 

rights in the invention must file separate verified statements averring to their status as small entities, and no rights lo the invention are beld 
by any person, other than the inventor, who would not qualify as an independent inventor under 3l CFR 1.9(c) if that person made the 
invention, or by any concern which would not qualify as a small business concern under 37 CFR 1 .9(d). or a nonprofit organization under 

37 CFR 1.9(e). 

Each person, concern or organization having any rights in the invention is listed below: 

JE3Cno such person, concern, or organization exists, 
r— T each such person, concern or organization is listed below. 



Separate verified statements are required from each named person, concern or organization having rights to the invention avemng 
to their status as small entities. (3? CFR 2.27) 

I acknowledge the duty to file, in this application or patent, notification of any change in status resulting in loss of entitlement to small 
entity status pnor to paying, or at the time of paying, the earliest of the issue fee or any maintenance fee due after the date on which status 
as a small entity is no longer appropriate. (37 CFR U!(b)) 

I hereby declare that all statements made herein of my own knowledge are true and that all statements made on information and belie f 
are believed to be true; and ftxrther that these statements were made with the knowledge that willful false statements and the like so made 

are punishable by fine or imprisonment, or hotht under section 1001 of Title 1 8 of the United states code, and that such wuifui false 

statements may jeopardize the validity of the application, any patent issuing thereon, or any patent to which this verified statement is 
directed. 

NAME OF PERSON SIGNING . 

TITLE OF PERSON IF OTHER THAN OWNER 
ADDRESS OF PERSON SIGNING 

SIGNATURE '^3o"fC-~ ; DATE ( P/lo(9S 



Patent and Trademark Office; U.S. DEPARTMENT OF COMMERf 



DRIFTED STATEMENT CLAIMING SMALL ENTITY STATUS 
(37 CFR 1.9(f) & 7(b))— INDEPENDENT INVENT' 



Docket Number (Optional) 



5 



piicam or Patentee: ^ 



Serial or Patent No.: . 
Hied or Issued: . 



Tide: . 



( 



As a below named inventor, I hereby declare that I qualify as an independent investor as defined in 37 CFR 1.9(c) for 
purposes of paying reduced ices to the Patent and Trademark Office described in: 

I 1 the specification filed herewith with title as listed above. 

application identified above. 

the paiem identified above. 

I have not assigned, granted, conveyed or lice n sed and am under no obligation under contract or law to assign, grant. 

convey or license, any rights in the invention 10 flfly perlOfl Who WOtlld DOC quality U ID BHlCpCDdCIU 2QYCDIQT UOOcr 37 
CFR 1 .9(c) if that person had made the invention, or to any concern which would not qualify as a small business 
concern under 37 CFR 1.9(d) or a nonprofit organization under 37 CFR 1.9(e). 

Each person, concern or organization to which I have assigned gmt&L COT VC)Wl OT liCtOSCd 0T 2172 WtiCX W Obliga- 
tion under contract or taw to assign, grant, convey, or license any rights in the invention is listed below: 

t~l No such person, concern, or organization exists. 

1^1 Ha ch such person, conc er n or organization is i*<t— * below. 



Separaxe verified statements are required from each namrd person, concern or or ga nization having rights to the inven- 
tion averring to their status as small entities. (37 CFR 1.27) 

I acknowledge the duty to file, m this application Of patent nOtififiatiOfi Of Shy Ctangt ffl SGitUS rCSUltiHg ID lOSS Of 
cniiUemeni to small entity status prior to paying,, or at the time of paying, the earliest of the issue fee or any mainte- 
nance fee due after the date on which status as a small entity is no longer ap pro pria te. (37 CFR 1.28(b)) 

I hereby declare that all statements made Jberein of my own knowledge are true and* that all statements m*/fo on informa- 
tion and belief arc believed to be true; and further that these statements were made with the knowledge that willful false 
statements and the like so made are punishable by fine or imprisonment, or both, under section 1001 of Title 18 of the 
UlUiCd SiaiCS C0&< aDd that SUCfe willful false statements may jeopardize the validity of the application, any patent 

issuing thereon, or any pa ten t to which this verified statement is rfirr^trii 

N^^bFINVENTOR NAMEJDF INVENTOR ^ NAME OF INVENTOR 




Signature: of 

DM Umic s ' "5*le" 



^7 ;^ ^W^^T^t Si^natur* of inventor 



Patent and Trademark Office; U.S. DEPARTMENT OF COMMEF 




ATEMENT (DECLARATION) CLAIMING SMALL ENTITY STATUS (37 
AND 1.27(b)-Iadepcndent Inventor 

As a below named inventor, I hereby declare that I qualify as an independent inventor 
as defined in 37 CFR 1.9 (c) for purposes of paying reduced fees under Section 41(a) and (b) 
of Title 35, United States-Code, to the Patent and Trademark Office with regard to the 

invention entided Y . r r v described m 

^>£the specification filed herewith 

[ ] application serial no. , filed 

I nave not assigned, granted, conveyed or licensed and am under no obligation under 
contract or law to assign, grant convey or license, any rights in the invention to any person 
who could not be classified as an independent inventor under 37 CFR 1.9(c) if that person 
had made the invention, or to any concern which would not qualify as a small business 
concern under 37 CFR 1.9(d) or a nonprofit organization under 37 CFR' K(e). 
Each person, concern, or organization to which I have assigned, granted, conveyed, or 
licensed or am under an obligation under contract or law to assign, grant, convey, or license 
any right in the invention is listed below: 
[ ] no such person, concern, or organization 
J>J^persons, concerns, or organizations listed below* 
*Note: Separate verified statements are required from each named person, concern, or 
organization having rights to the invention averring to their status as small entities. (37 CFR 
1.27) 

AnnRKSS ^ • S ' 1 T — ^ \ H 0 t [ ]lndividual ^J>J$mall business 

[J'^D j Tnj^O \ Oo {*) [] nonprofit organization 



I acknowledge the duty to file, in this application or patent, notification of any chan ge 
in status resulting in loss of entitlement to small entity status prior to paying, or at the time of 
paying, the earliest of the issue fee or any maintenance fees due after the date on which status 
as a small entity is no longer appropri ate. (37 CFR 128(b)). 

I hereby declare that all statements made herein of my own knowledge are true and 
♦hat all statements made on information and belief are believed to be true; and further that 
these statements were made with the knowledge that willful fidse slrtlrment . i and the like so 
made are punishable by fine or imprisonment, or both, under Section 1001 of Title 18 of the 
United States Code and that such willful false Mainny ai ls may jeopardize the validity of the 
application or any patent issued thereon, or any patent to which this verified statement is 
directed. 



Full name of sole or first inventor 
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IN THE UNITED STATES PATENT AND TRADEMARK OFFICE 

In Re Continuation Patent Application Of: ) Prior Application: 

Kenneth Kiron and Kevin S. Bander ) Application No. 09/140,868 

) Filed: August 27, 1998 
Mailed: May 26, 2000 ) Art Unit: 2761 

) Examiner: S. Tkacs 

For: Open End Mutual Fund Securitization Process) Present Application: 

) Examiner: Not Assigned 
) Art Unit: Not Assigned 

Box Patent Application 
Fee 

Commissioner For Patents 
Washington, D.C. 20231 

PRELIMINARY AMENDMENT 

Dear Sir: 

The above-identified Application is a continuation of co-pending prior U.S. Application No. 
09/140,868 filed August 27, 1998 which is a divisional of U.S. Application No. 08/542,431 filed 
October 12, 1995 now U.S. Patent No. 5,806,048. Before examination, please amend the instant 
Application as follows: 

In the Specification: 

On page 1 ? line 5 (of the Substitute Specification), please insert 

- - This Application is a continuation of co-pending prior U.S. Application No. 09/140,868 
filed August 27, 1998 which is a divisional of U.S. Application No. 08/542,431 filed 

October 12, 1995 now U.S. Patent No. 5,806,048.- 
In the Claims : 

Please cancel Claims 19-51 and add the following Claims: 

52. An electronic data processing method for administering a financial product traded as 
a security comprising: 

a) creating a mutual fund comprising a plurality a selected portfolio of securities; 

b) receiving information on each of said one or more securities in the selected portfolio 
in an electronic data format; 

c) processing said information to determine in real time the price of the financial product 
on the basis of a user-defined method of weighting the selected portfolio of securities. 

53 . A metkod comprising tke steps of: 
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creating an open ended mutual fund having a class of shares and a portfolio comprising of 

securities satisfying a predetermined criteria; 

identifying a revised set of securities satisfying the predetermined criteria; 

changing the securities comprising the portfolio in response to the identifying of the revised 

set of securities; 

determining in real time the price of the financial product based on a user-defined method 
of weighting the securities comprising the portfolio. 

54. The method of claim 53 further comprising the step of trading the outstanding class 
of shares on an exchange. 

55. The method of claim 53 further comprising the step of listing the outstanding class 

of shares on an exchange. 

56. The method of claim 53 further comprising the step of correlating the price of the 
outstanding class of shares to the price of the portfolio. 

57. The method of claim 53 further comprising the step of calculating overall positions 
of shareholders of the outstanding class of shares. 

58. The method of claim 53 further comprising the step of calculating a net asset value 
of the mutual fund. 

59. The method of claim 53 further comprising the steps of buying and selling the 

outstanding shares of the mutual fund at an agreed upon price. 

60. The method of claim 53 further comprising the steps of trading the outstanding shares 
of the mutual fund on an exchange and tracking the trades on the exchange. 

61. The method of claim 53 further comprising the step of electronically trading the 
outstanding shares of the mutual fund. 

62. The method of claim 53 further comprising the step of creating a derivative product 

related to the open ended mutual fund. 

63. The method of claim 53 further comprising the step of clearing trades of the open 
ended financial product. 

64. A method comprising the steps of; 



Attorney Docket No. 3001 P 009 

Title: "Open End Mutual Fund Securitization Process" 

Inventors: Kenneth Kiron and Kevin S. Bander 

Page 3 

creating an open ended mutual fund having a plurality of shares and comprising of a selected 
portfolio of securities; 

trading the shares on a securities exchange, 

determining a price of the mutual fund in real time based on information about the portfolio 
and a user-defined method of weighting; 

providing an indication of the in real time determined price of the mutual fund; 
designating a revised portfolio of securities; and, 

changing the securities comprising the mutual fund in response to designating a revised 
portfolio of securities. 

65. The method of claim 64 further comprising the steps of listing the shares on an 

exchange and trading the shares on tke exckange. 

66. The method of claim 64 further comprising the step of correlating the price of the 

shares to the price of the portfolio. 

67. The method of claim 64 further comprising the step of calculating overall positions 
of shareholders of the shares. 

68. The method of claim 64 further comprising the step of calculating a net asset value 

of the mutual fund. 

69. The method of claim 64 further comprising the steps of buying and selling the shares 

of the mutual fund product at a mutually agreed upon price. 

70. The method of claim 64 further comprising the steps of trading the outstanding shares 
of the mutual fund on an exchange and tracking the trades on the exchange. 

71. The method of claim 64 further comprising the step of electronically trading the 

outstanding shares of the mutual fund. 

72. The method of claim 64 further comprising the step of creating a derivative product 
related to the open ended mutual fund. 

73. The method of claim 64 further comprising the step of clearing trades of the open 

ended mutual fund. 

74 . An electronic data processing method for calculating the estimated price of a real time 
open end financial product comprising the steps of: 
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identifying a group of securities; 

retrieving data representative of a group of securities and the current estimated price of each 
security; 

storing the value of the securities in a portfolio within a computer; 

allocating said portfolio value to a fixed number of shares over a predetermined period of 
time comprised by a real time open ended financial product; 

recalculating the portfolio value in response to changes in the market value of the portfolio 

value; 

recalculating the estimated net asset value of the real time open end financial product in 

response to the change in the portfolio value; 

outputting an indication of the in real time determined estimated net asset value of the real 
time open end financial product. 

REMARKS 

This Preliminary Amendment is being submitted in connection with a continuation 
Application. The above Claims do not introduce new matter. The Commissioner is hereby 
authorized to charge payment of any deficit in these fees to Deposit Account No. 23-0280. A 
duplicate copy of this sheet is enclosed for that purpose. ^ 

RespectfuUy_submitted ? 



Dated: 



By:^ 



Edward L. Bishop, Registration No. 39, 1 10 

WALLENSTEIN & WAGNER, LTD. 

311 South Wacker Drive, 53rd Floor 
Chicago, Illinois 60606-6622 
312.554.3300 
Attorney for Applicant 



CERTIFICATION UNDER 37 C.F.R § 1.10 

Express Mail Label No. EL619807784US 
Date of Deposit; May 26, 2000 

I hereby certify that this paper or fee is being deposited with the United States Postal Service "Express Mail Post Office to Addressee" 

service, postage prepaid, under 37 C.F.R. § 1.10 on the date indicated above and is addressed to- BOX Patent Application, Fee, 
Commissioner for Patents, Washington, D.C. 20231 . 
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This application relates to a new financial process which 
securitizes open end mutual funds to facilitate intra-day 
trading of the funds and linked derivative securities. 



BACKGROUND OF THE INVENTION 

There are currently over 7,000 open end mutual funds 
registered with the Securities and Exchange Commission. None 
of these open end mutual funds, or any index of open end 
15 mutual funds, or any linked derivative, are traded on a 

National Securities Fvch ?nrp r The reason for this phenomenon 
lies in the way that open end mutual funds sell their shares, 
and subsequently buy back their shares from the public. 



2 0 Open end funds are required by law to sell their shares 

at the net asset value (N . A. V. ) , which represents the total 
assets owned by the fund, less the total liabilities, divided 
by the number of shares outstanding, plus a sales charge (also 
known as a sales load) . When buying back their shares, open 

2 5 end funds must, by law, buy back their shares at their fund's 

N.A.V. 



Many mutual funds make hundreds (if not thousands) of 
trades during the day, purchasing and selling a wide range of 
financial securities, some of which are difficult to value. 

Thus, it is time consuming, tedious, expensive and otherwise 
difficult to determine an exact N.A.V. during the day. 

Consequently, over 99% of all open end funds allow investors 
to purchase and sell their funds only at the end of the day. 

The remaining 1% of open end funds, commonly known as sector 

funds, calculate their N.A.V. every hour, allowing a more 
frequent ability to buy or sell their shares. In either case, 
however, the investor does not know what price will be paid 

for the open end fund shares until after the order has been 

placed, and the fund has calculated its N.A.V. 

Recsntly, ir-.ucual fund portrolio rr.anacrcrs hava developad 
a new type of mutual fund called an open end fund of funds. 
A fund of funds is an open end fund that invests in other open 
end mutual funds. But like all the other open end funds 

created in the past, they can only be bought and sold at the 
end of the day. 

Another new product developed is called the SPDR™ , which 
is short for Standard and Poors Depository Receipt. This 

security, which is traded on the American Stock: Exchange, 
represents a fractional share of a basket of stocks known as 
the Standard and Poors 500 index (S&P500) . While many mutual 



funds invest in the S&P500 , the SPDR is not a mutual fund; it 
is a basket of stocks set up as unit investment trust , where 
the total amount of shares outstanding within the tirust 
fluctuates daily. 

H J 5 

Cg In 1992, a large investment banking house created and 

!-* became the market maker for a basket of stocks which attempted 

O to replicate the performance of a few select open end sector 

ry funds, a basket that was traded intra-day on the Over the 

O lO Counter Market (OTC) . Unfortunately, because the net asset 

value of the open end sector funds was unknown during the 59 
minutes of each hour that the basket was traded, the spread 
between the price that the firm was willing- to buy the funds 
and sell the funds for was large. Further, the correlation 

15 between the performance of trie basket of stocks to the 

performance of the open end sector funds was neither reliable 
nor consistent. This problem existed because the open end 
fund managers were constantly buying and selling securities 
during the day, and the investment banking house did not know 

2 0 exactly which securities the open end funds held. 

Another recent development within the mutual fund 
industry is a service that allows investors to buy and sell 
open end funds during the day. The Jack White & Co. , a 
2 5 regional brokerage firm, maintains a screen— based computer 

system which provides a private market place for investors to 



buy and sell a small number (less than six percent) of all 
open end mutual funds at a price other than net asset value, 
provided buyer- and seller can agree on a price. This service 
has failed to generate significant trading volume, however, 
because only the public can buy or sell fund shares. 
Institutional investors, pension funds, portfolio managers, 
and other professional investors, which traditionally 
represent 70 to 80% of trading volume, are prevented by law 

from buying or selling open end mutual funds at a price Other 

than N . A . V . The Jack White program also allows short selling, 
but shares must be "found," which can take days, weeks, or 
months to complete the transaction. As a result of these 
restrictions, it is very difficult, if not impossible, for 
either the public or the professional investor to purchase or 
sell open er.d .nu-caa _ funas during the day. 

Because of the lack of liquidity and the legal obstacles 

involved in trading open end funds at prices other than 

N.A.V., up to now, those skilled in developing new products 

2 0 for stock exchanges thought that there was no workable way to 

trade open end funds, an index of open end funds , or linked 
derivative securities. The obstacles appeared insolvable. 

All of the open end funds and products presently 
25 available suffer a number of disadvantages: 
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A) Open end funds cannot sell or* buy back their shares at a 

price other than N.A.V. (plus sales load, if any). 

B) Open end funds are unable to let their customers know 
what price they will receive when they place their order. 

5 C) Open end funds are not traded on an exchange so investors 

cannot leverage their investments through the trading of 

derivative securities . 

D) Open end funds do not allow investors to place orders 
including: good 'til cancelled (GTC) , open, market, limit, 

10 Stop lOSS, or stop limit, which would allow an investor to 

purchase or sell shares at a specific price or time. 

E) Open end funds impose fees for purchases and sales of 
their shares if they occur fr^Tientl 

F) Open end funds impose fees for investors who do not own 
15 a minimum amount of shares. 

G) Open end shares cannot be easily sold short. Shares must 
be found, which could take days, weeks or even years. 

H) All Shares of open end mutual funds and unit investment 
trusts theoretically could be redeemed in one day, meaning a 

2 0 fund may have its assets drop to zero at any time. 

I) Open end fund shares cannot be sold or purchased except 
through written notification, which may take several days to 

mail or process. 



25 
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SUMMARY OF THE INVENTION 

The present invention's open end fund securitization 
process will allow for the first time: (a) intra-day trading 

of an unlimited number of mutual fund indexes comprised of 

5 open end funds; (b) intra-day trading of an unlimited number 

of open end mutual funds with a greater degree of liquidity; 
and (C) intra-day trading of derivative securities linked to 
open end funds and indexes of open end funds. 

10 This process is made possible by the creation of a second 

type of security, which will invest substantially all of its 
assets in the targeted open end mutual fund shares. The 
preferred embodiment for this new security is a "closed end 
fund of funds", which has a fixed number of shares 

15 outstanding, and a constant portfolio which is invested 

exclusively in the shares of the targeted open end fund(s). 
The result is a new security which will synthetically 
replicate the performance of those shares purchased, and do so 
with a high degree of correlation and consistency. This new 

20 security can then be listed on a National Securities Exchange 

and traded without restriction. Aft^r trading begins, linked 
derivative securities can then be listed and traded. 

Other objects and advantages of the present invention 
25 include: 
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A) Any open end fund, when securitized , can toe listed on a. 
stock exchange and traded at any second, minute or hour, 
regardless of the open end fund N.A.V. 

B) Investors can determine what price will be paid before an 
order is placed. 

C) A National Securities Exchange ( N . S . E . ) will be able to 

list derivatives on the securitized open end funds, because of 

the greater price transparency generated through the trading 
of the securitized open end funds. The invention will act as 
a hedge for market makers who wish to lay off their risk of 
making markets in options on the underlying security. 

D) Investors will be able to leverage their investments. 

E) Investors will be able to place GTC , open, stop loss, 
marxet, limit orders when buying or selling their funds. 

F) Investors can buy or sell the securitized funds as often 
as they wish with no penalty. 

G) Investors will be able to purchase or sell their shares 
immediately by making a phone call to their broker, or by 
electronic trading. 

H) Investors will not be charged arbitrary fees for freguent 
purchases or selling of the securitized open end funds. 

I) Investors will not be charged additional fees for owning 

small quantities of shares. 

J) The securitized funds have fixed number of shares which 

provides stability of asset levels. 



K) Investors will be able to sell shares short quicker, and 
with greater liquidity* 

L) Open end fund management will benefit from reduced 
volatility in their cash levels and in their frequently traded 

!"S 5 customer account assets, resulting in lower fund expense 

r! ratios. 

M) Investors purchasing a securitized fund will pay a 

reduced sales load in many cases than they would otherwise 
;L have to pay because of the bulk purchasing power the 

10 securitized fund will have when investing in specific open end 

funds . 

Further objects and advantages include the ability to 
trade a futures contract on both a securitized fund share and 

15 an index of securitized fund shares with linked derivative 

securities. Xn addition, the present invention solves a long 
existing but unsolved and unrecognized need. Many investors, 
both professional and non-professional own multiple mutual 
funds in an effort to diversify their- investment portfolio's. 

2 0 An index of open end mutual funds would allow greater 

diversification, lower transaction costs, expanded investment 
choices and the ability to measure their: fund performance 
against a relevant benchmark: index. The index could be 
calculated many different ways with a great deal of 

25 flexibility: equal price weighted, capitalization weighted, or 

geometrically weighted, depending upon the need. Still 
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further objects and advantages will become apparent from a 
consideration of the ensuing description and drawings. 

BRIEF DESCRIPTION OF DRAWINGS 

5 The present invention will be more fully understood by 

reference to the following detailed description thereof when 

read in conjunction with the attached drawings, and wherein: 
Figures 1A and IB represent how an open-end mutual fund 

10 index is created in a general data processing computer. These 

figures represent computer requirements and also comprise a 
schematic flowchart of process operating therewith in . 

Figure 2 illustrates how the preferred embodiment of an 

15 cpen-end mutual fund index is 5ynt^etica;iy „ .plicated through 

the creation of a new security. The preferred embodiment for 
this new security is a "closed end fund" and linked derivative 
securities . 

2 0 DETAILED DESCRIPTION OF DRAWINGS 

Referring to Figure 1A, the box designated 10 represents 
an electronic database (a "master database") of extensive 
statistical information stored in a computer containing the 
entire universe of open end mutual fund statistics in 
2 5 existence registered in the defined country or geographic 

area. The preferred embodiment database includes extensive 
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statistics for- each open end fund. This information includes 
fund net asset value (N.A.V.) for each year, portfolio 
composition, investment objective, load adjusted and 

unadjusted return, maximum sales charge, median marKet 

capitalization, daily, monthly, quarterly, yearly, multi-year 
returns, mpt , beta, sharpe, R squared, standard deviation, 
historical risk/reward ratios, N.A.V. distribution adjusted 
earning, payout ratio, potential capital gains exposure, 
price/book ratio , price/earnings ratio, prospectus, purchase 
constraints, redemption fees, sector weighting, shareholder 
fees, total return, total return percentile, turnover ratio, 
deferred fees, debt % total capitalization, dividends, 
distributor, telephone number, manager name, manager tenure, 
class of shares, and brc>rr^g- availability. It will be 
understood that not all of this information is required to 
practice the claimed invention. 

As also reflected in box 10, the computer itself has a 
preferred specification of at least 420 megabytes of internal 
memory (hard drive) , eight megabytes of RAM (random access 
memory) , a CD ROM player operating at 4x speed (at least) , a 
Pentium CPU, VGA monitor, and a Keyboard. 



The box designated 12 represents a computer program 

algorithm or step that eliminates those funds not available 

for purchase and puts these funds into a new database where 

10 



-these funds aire stored in memory. This function acts as a 

filter eliminating from the search all open end mutual funds 
that are not available for purchase. The algorithm creates a 

new memory storage area containing those funds that fit within 
5 the criteria and stores those funds within a new section of 

the computer* memory. This new memory location can be accessed 
toy its new name: DATABASE #1. The history of open end mutual 

funds makes this algorithm very important. Because funds 

frequently close their doors to new money (as their popularity 
LO increases) , keeping track of which funds can be purchased at 

the initial screening stage reduces the waste of memory that 
would occur by repeatedly saving large amounts of information 
redundantly to the hard drive. 

L5 The box designated 14 represents the step where a minimum 

asset size of the fund is selected; the time period(s) through 
which statistics will be retrieved (time t) is chosen and the 
computer is directed to create a new database where these 
funds are stored, in memory. There are hundreds of funds that 

20 have assets of less than $5,000,000. The ability to buy and 

eventually sell a large amount of shares in a thinly 
capitalized fund could be problematic. In addition, the 
smaller funds tend to be the most volatile and tend to have 
shorter track records to measure their past performance. The 

25 minimum asset size selection will direct the computer to 
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select only those funds that have a pre— selected asset level, 
mitigating some o£ these potential problems. 



The time period (t) for which statistics will be 

5 chosen is very important. More so than many other types of 

Security/ an open end mutual fund is "ranked" for its 
performance based upon how well it does over specific time 
periods. The ability to segregate fund statistics information 
over various time horizons provide a unigue tool to evaluate 
10 a funds performance. 



The box designated 16 represents a computer program 
algorithm which separates the group of funds stored in a 
database created by the step set forth in nox 14. This new 

15 group of funds is stored in a new memory location defined by 

its specific investment criteria. This criteria may include 
a subgroup including the fund investment objective or the 
sector weightings of its portfolio. Currently, the major fund 
investment objective subgroups include Aggressive Growth, 

2 0 Growth and Income, Growth, Income, Bond, Sector, Asset 

Allocation, Specialty, Eguity Income, Europe Stock, Foreign 
Stock, Government Bond, Hybrid Income, Small Company, World 
Stock and World Bond. 



2 5 The box designated 18 represents a computer program 

algorithm which searches and identifigs all the funds where 

12 



the statistical performance is greater than trie aggregate 

subgroup over time periods (t) and puts these funds into a new 

database where these funds are stored in a new memory 

^ location. The performance of a fund can he measured in many 

tfj 5 ways. It could be based upon total return, load adjusted 

;™ return, unadjusted load return, or a return with dividends 

: ss f reinvested. Once the specified performance criteria have been 

;!L selected, the computer can average all of the funds in that 

^ subgroup before retrieving those funds that have above average 

raj 

^ 10 returns. All funds, for example, that have returns better 

-J than 50% of the funds in the universe would be selected as 

being above the "average" subgroup return. These funds would 
then be stored in a new memory location, to be analyzed at a 

later time. 

15 

The box designated 2 0 represents an algorithm where the 

computer searches and retrieves all funds where the risk is 
smaller than the aggregate subgroup over time periods (t) and 
stores these funds in a new database. Funds, for example that 
2 0 have a smaller risk profile than 50% (the exact average) of 

the funds in the subgroup would be selected as beating the 
"average" subgroup return. These funds would then be stored 
in a new memory location, to be analyzed at a later time. 

25 Referring to Figure IB, the box designated 22 represents 

an algorithm where the computer combines the funds identified 
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by the steps taKen as set forth in boxes 18 and 20 to create 
a new group of open end mutual funds that have the lowest 
combined risk to return ratio over time periods (t) and puts 
these funds into a new database where the information on these 
5 funds is stored in a new memory location. Generally, this 

type of function is called a Relationship Search routine 
because it allows for linking together user defined criteria 
to produce one result. It is a very powerful tool for linking 
large amounts of information together. 

10 

The box designated 24 represents a step where the number 
of funds that the index will contain is chosen. This number 
could range from 1 to the number of funds in the database. 
Depending upon the investment objective or how much money is 
15 available to invest in the index, this number will fluctuate. 

The box designated 26 represents the step where the index 
Calculation method is selected. An index generally is 
calculated one of three ways; "Equally Priced", meaning all of 
2 0 the price are added up and divided by the total number of 

securities; "Capitalization Weighted", which is based upon the 
amount of price of the security times the number of shares 

outstanding; or "Geometrically Weighted"; which involves a 

more complicated averaging of share prices. The index value 
25 can dramatically shift depending upon what weighting is used. 
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The box designated. 28 represents a step that uses a 
formula which sequentially analyzes each risk/reward ratio of 
each permutation of funds selected by the computer in step 
; ;D represented in the box designated 30. 

H* 5 

Box 3 0 is an algorithm wherein the general data processor 
h& eliminates the large risk/reward combinations found in 

a "database index" using the formula determined by box 28, and 

ry sequentially stores in memory the smallest risk/reward 

p 10 combinations, stopping only when the smallest risk/reward 
ratio is found. This results in the selection of the final 
index- When all of the funds with superior returns have been 

identified and stored, and all the funds With loWer than 
average risk have been identified and stored , the computer can 
15 then match up all of the different combinations of funds to 

determine which group contains the optimally lowest 

risky highest return ratio. This ratio can be calculated over 

multiple time period to provide for example / the lowest ratio 
over 1, 3, 5, and 10 years. In the final group of funds, the 
20 number selected by the user pursuant to the step of box 2 4 

will determine how many funds the index ultimately will 
contain . 



The box designated 3 2 represents the step of displaying 
2 5 a graph of the combined funds over time periods (t) , showing 

their combined statistical performance based upon the 
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calculation method selected set forth in box 26. The computer 

is instructed to return to box 10 so the program may repeat 
itself . 



E bU 5 Referring to Figure 2, the box designated 40 represents 

0 the group of open end. mutual funds selected pursuant to the 
ss steps set forth in Figures 1A and IB. These funds own 

financial securities including stock: securities (box 42) , 

1 u 

OPi bonds and money market instruments (box 44) and or hybrid, 

Q 10 illiquid securities (box 46) . The N.A.V. is calculated by the 

open end funds at the end of ttie day and disseminated to the 

closed end fund of funds. 



The box designated 4 5 recrcsents the closed end fund of 
15 funds which synthetically replicates the performance of those 

open end funds contained within box 40. By investing all 
available assets in box 40, the closed end fund of funds 
statistical performance correlates strongly and consistently 
with the open end funds located in box 40. A computerized 
2 0 accounting and reporting system, located within the closed end. 

fund of funds, receives overall position reports of changes in 
fund share ownership through an electronic data link with an 
exchange clearing computer represented by box 50. Box 48 is 
the National Securities Exchange ( "N . S . E . " ) clearing computer 
25 electronically calculating the overall positions of 

shareholders at the end of the day and then transferring all 
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shareholder information to the closed end fund. Upon receipt 
of this information, the accounting and reporting system 
generates information regarding tax liabilities, financial 
reports and other relevant documentation to shareholders, 
5 government agencies and other relevant parties. 

Box B2 represents an electronic data link between the 

N.S.E- computer and the closed end fund of funds. The closed 
end fund of funds calculates its net asset value and 
10 disseminates that information to the N.S.E. on a daily basis. 

The N.S.E. then publishes that information to market 

participants including broKer/dealers and institutional 

investors (box 54) , market makers (box 56) , brokerage firms 
(box 58) and public investors (box 60) who then buy and sell 

15 the synthetic fund shares intra-day at any mutually agreed 

upon price (which is used by market participants to derive the 
price of linked derivative securities) . Linked derivative 
security valuations on the closed end fund of funds a.re 
generated, as represented by box 62, the valuation of which is 

2 0 based upon the market prices generated through real— time 

trading of the relevant closed end fund of funds by market 

participants located in box 54, box 56, box 58, and box 60. 

Box 62 is the N.S.E. computer calculating an index of various 
closed end fund of funds traded. 

25 
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Box 64 represents the electronic data link between the 
N.S.E. clearing computer , which keeps track of the exchange 
trades that occur during the day, and the closed end synthetic 
fund . 

While the inventors believe that an index of open end 
mutual funds comprised of those funds that have the largest 
return on investment and the lowest risk combination may 
outperform those funds that, in contrast, have demonstrated 

lower returns and higher risk, it must be noted that past 
performance does not guarantee similar performance in the 
future • 

Thus, the reader will see that the index of mutual funds 
described herein provides ? aeans tic identifying superior 
historical performance within each subgroup obtainable through 
a screening process which minimizes the selection of high 
risk/ low return open end mutual funds and maximizes the 

selection o£ those funds with low risk/high return statistical 

data. The hope is that by identifying and investing within an 
index of funds that have demonstrated superior risk/return 
ratios within a particular sector, these funds will continue 
to produce superior returns with low risk in the future than 
their peers. 
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The creation of a separate security, the preferred 
embodiment being a "closed end fund of funds", provides the 
means for- investing intra-day in the desired open end funds, 
and enables market participants to derive a real— time 
5 valuation for linked derivative securities. 



While the above description contains many specific 
examples, these should not be construed as limitations on the 
scope of the invention , but rather as an exemplification of 

10 one preferred embodiment thereof. Many variations are 

possible. For example, instead of creating a closed end fund 
of funds f a unit investment trust could be created to 
replicate the performance of an open end fund or group of 
funds. While this security could have large swings in its 

15 capitalization level, it nevertheless may be able to replicate 

the performance of an open end fund or group of funds ; and act 
as a hedge for listed derivative securities. 

In addition, an index could be created based upon such 

2 0 strict requirements that the index would be limited to just 

one fund. Another index variation might be one that selects 
only those funds that beat an external index such as the 
S&P500 or Dow Jones Industrial Average. In addition, an index 
of secur itized funds , as well as linked derivative securities 

2 5 including puts and calls, futures, caps and floors, total 

return swaps, collars, warrants, equity swaps, swaptions, 



knock-out options and variation thereof could be traded 
through the Over the Counter Market , which is located off the 
exchange floor. Accordingly, the scope of the invention 
should be determined not: by the embodiments illustrated , but 
by the appended claims and their legal equivalents. 
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ABSTRACT OF THE DISCLOSURE 



OPEN END MUTUAL FUND SECURITIZATION PROCESS 
A mutual fund securitization process permitting the 
5 trading of open end mutual funds and linked derivative 

securities on or off the floor of a National Securities 
Exchange. The targeted individual open end mutual fund or 
group of open end mutual funds, selected through a screening 

process is securitized through the creation of a new, separate 

10 security. This new security is preferably a "closed end fund 

of funds" and linked derivative securities, which 
synthetically replicate the statistical relationship of the 

defined individual or group of open end mutual funds. The 

maintenance of fina-.-Lal records for the new security is 
15 maintained by electronically storing dividend, capital gains 

and income received from the open end funds which have been 
invested in, and calculating pro- forma financial statements to 
disseminate to shareholders and all relevant parties. 
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PRINT OF DRAWINGS 

ASljWGmAJULY FILED 



FIGURE 1 

SCHEMATIC FLOWCHART OF : 

OPEN END MUTUAL FUND INDEX COMPUTER PROGRAM 
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GENERAL DATA PROCESSING COMPUTER SYSTEM: MEMORY STORAGE 
CONTAINS MASTER DATABASE OF OPEN END MUTUAL FUND STATISTICS 
PREFERRED SPECIFICATION OF COMPUTER : CDROM DRIVE , MONITOR 

HARD DRIVE CONTAINING 420 MEGABYTES 8 MEGABYTES RAM, 496 CPU 



— FIGURE 
1A 



I 



ELIMINATE THOSE FUNDS IN MASTER DATABASE WHERE 
FUNDS ARE MARKED "NOT AVAILABLE FOR PURCHASE" . 
PUT REMAINING FUNDS IN NEW DATABASE : M DATABASE #1" 



FIGURE 
IB 



ELIMINATE ALL FUNDS IN DATABASE #1 WHERE 
ASSET SIZE IS NOT EQUAL TO " USER 
DEFINED" STORING REMAINING FUNDS IN NEW 
DATABASE: " DATABASE #2" 



- FIGURE 
iC 



SEARCH DATABASE "DATABASE #2" FOR THOSE 
FUNDS WHERE CATEGORY OF INVESTMENT STYLE 
="USER DEFINED" AND PLACE IN NEW 
DAT ABAS E : " DATABASE # 3 " 



— FIGURE 
ID 



FIGURE IF 
_J 



SEARCH DATABASE #3 AND SELECT 

FUNDS WHERE RISK OVER TIME 

(T) < AVERAGE OF ALL FUNDS IN 

DATABASE #3 WHERE TIME (T) = 
"USER DEFINED" AND RISK = 
"USER DEFINED". STORE SELECTED 

FUNDS IN NEW DATABASE NAMED: 
DATABASE #5 



FIGURE IE 
I 



SEARCH DATABASE #3; SELECT THOSE 

FUNDS WHERE RETURN OVER TIME IT) > 

AVERAGE OF ALL FUNDS IN DATABASE #3 
WHERE TIME (T) = "USER DEFINED" AND 
STORE IN NEW DATABASE NAMED; 
" DATABASE #4 " 



T 



PRINT OF DRAWINGS 
AS ORIGINAIJLY FILED 
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COMBINE DATABASE "4" AND DATABASE "5" INTO NEW 
DATABASE NAMED: "INDEX" 



1 



CREATE CONSTANT "NUMBER"; "NUMBER "= " USER 

DEFINED" TOTAL NUMBER OF OPEN END MUTUAL FUNDS 
TO BE INCLUDED WITHIN THE DATABASE "INDEX" 



- FIGURE 
1G 



. FIGURE 
1H 



CREATE CONSTANT NAME D " CALCULAT I ON " WHERE 

"CALCULATION" = "USER DEFINED" CHOICE OF 
<EQUALLY PRICE WEIGHTED>, < CAP I TAL I Z AT I ON 
WEIGHTED>, < GEOMETRICALLY WEIGHTED>, OR 

<CUSTOM WEIGHTED> 



- FIGURE 
n 



CREATE FORMULA: "OPTIMAL RISK/RETURN (T) " 
WHERE "OPTIMAL RISK/RETURN (T) " = "TOTAL 
RISK/RETURN (T) "-"TOTAL RISK/RETURN (T-l)" 
IF "TOTAL RISK/RETURN (T) " < "TOTAL 
RISK/RETURN T-l" THEN REPEAT UNTIL 
"TOTAL RISK/RETURN" YIELDS A GROUP OF 
FUNDS WHERE NUMBER = "NUMBER" AND NO OTHER 
COMBINATION OF FUNDS YIELDS A LOWER 
RISK/RETURN RATIO OVER TIME (T) AND NAME 
"FINAL INDEX" 



— FIGURE 
IJ 



CREATE FORMULA " TOTAL RISK/ RETURN" WHERE 

"TOTAL RISK RETURN" = SUM (TOTAL RISK FOR 

ALL FUNDS IN INDEX / TOTAL RETURN FOR ALL 
FUNDS IN INDEX) " FOR TIME PERIOD (T) 



— FIGURE 
IK 



PRINT OUT A CHART OF "FINAL INDEX" FOR 
TIME ( T ) . RETURN TO FIGURE 1A TO REPEAT 



- FIGURE 
1L 



PMNT OF DRAWINGS 



FIGURE 2 

PROCESS FOR INTRA-DAY TRADING OF SECURIT1ZED 
OPEN END MUTUAL FUND, 
INDEX AND LINKED DERIVATIVE SECURITIES " 
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